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A Review of Regional Development Theory

MtUh effort tias been expended in attempting to understand how

economic development occurs. Too often those efforts have focused on

the national level and employed highly aggregated statistical

information. That, aggregation has often obscured the vital factors and

relationships that have been quite important for the development of a

country. Focusing on a less aggregated source of data, at the regional

level, is a potentially more fruitful approach for those interested in

understanding the development process.

On reviewing the literature on economic development I found no

recent works that updated and summarized theories that apply

specifically to regions. This note is an attempt to fill that gap by

reviewing the theoretical debate on how economic development or

k;tagnatiun occurs in one area that is part of a larger, multiregional

entity. I intend to identify and describe the basic aspects of

important theories of regional development in order to better recognize

cause and effect relationships that may otherwise be less

understandable in the study of a national economy.

A perusal of the literature on regional economic development

reveals that the process is not clearly understood. Two notable

reasons for a lack of clarity are the complexity of the development

process and the need for much more empirical analysis. Economic change

r,.sults from intricate interaction of activities within a region,

between regions, and with other countries. Inability to perceive the

entire complex process and formulaLe perceptive questions about it

contributed to the lack of insightful answers about development.



Failures of ,le--lped countries to identify all important factors and

completely rt'c-urd their development in comparable terms have also, in

many cases, severely limited data availability and the construction (if

testable models. This, in turn, led early theorists to attempt to

explain regional deelh)pment ii terms of its single most important

cause, with other factors relegated to insignificance. The toil of

measuring, modeling, and testing potentially pertinent motivators of

the process c:,rtinue to inhibit analysts. Notwithstanding these

problems, the-orists have uncuvered important cause and effect

relationships that seem to influence regional development or

stagnation. The key aspects of their formulations will be reviewed in

this note.1

Since early understandings of development often emphasized a

single important cause or mechanism, I begin this theory review by

summarizing three hypotheses which focus on somewhat different primary

causes of regional development. They include the Heckscher-Ohlin

application of the neoclassical growth model, the export base

hypothesis, and the growth pole mechanism. These will be followed by a

synopsis of the more comprehensive conception of progress proposed by

W. W. Rostow, a perception of regional development in stages. Next I

will treat the theoretical propositions of Gunner Myrdal and Albert 0.

Hirschman, whose ideas have been particularly important in

understanding regional backwardness. To round out the chapter with an

increasingl.N prominent view on backwardness, I will review hypotheses

on internal colonialism.

EI
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Heckscher-Ohlin Implications

Neoclassical economists often identified trade as the motor of

developmelit in a region of a country. The Heckscher-Ohlin hypothesis

is one important neoclassical example.2 It holds that "in each region

... commodities containing a large proportion of dear factors are

imported, and those containing a large proportion of cheap factors are

exported. "3 From this it follows that each region tends to specialize

in producing commodities incorporating relatively large quantities of

productive inputs which are relatively abundant in that locality.4

This suggests a number of things about regional development.

First, the beginning of development is heavily dependent on the

endowment of exploitable natural resources within the locality.5  From

this it follows that the relative abundance of capital or labor is less

important in determining a region's initial comparative advantage in

trade. However, as time passes and trade expands, the levels of

capital and labor in an underdeveloped region, relative to capital and

labor in more developed regions, become more important in influencing

industrial development. As some natural resources are eventually I,0#

depleted or become too costly to exploit and as capital and labor

migrate in response to regional factor price differentials, regional

comparative advantage will tend to change.6 Although factor movements For

tend to equalize prices among regions, some factor price differentials I

0
ma widen as factors move, bolstering trade even more. To the extent C[

transfer relations improve and economies of large-scale production are

,whievol, development will ensue. 7 As the combined real incomes of the
O on/

trading regions rise, commercial interaction will tend to increase Ity Codes

l S and/or
Dit Special
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further.s Th,,ughout this time, locations containing production

facilities ith greater comparative advantage will develop more

rapidly. In the process, other regions may lose their parts of these

industries. 9 Nevertheless, such loses wtll be temporary and in the

longer term real wages and development levels will tend to converge.10

The factors affecting growth and the process posited by the

Heckscher-hlii, hypothe.sis arc sketchy. They do not identify an

initial impetus to growth but assume that as trade increases between

regions of a country and with other countries growth follows. In a

real sense, the developmental aspercts of trade suggested above are less

an explicit Puudel than implicit extrapolations from trade theory. Even

so, those inferences are of value in explaining regional development,

since interregional and international trade are shown to have the

potential to induce growth in less developed regions.

The hypothesis highlights the importance of exploitable resources

in the earliest stages of development and conversely suggests the

difficulty facing a backward region without such assets or other

locational advantages."' It also emphasizes the necessity for

efficient and relatively inexpensive transportation and effective

communicttion to allow economic actors in the regional economy to

marshal its capital and labtur resources to exploit changes in relative

prices. While it predicts Lhat as the country experiences economic

growth, regional development and adjustment to national markets will be

along interindustry lines, empirical evidence suggests intra-industry

adjustment is more important for increased efficiency and growth.' 2
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Export Base Hypothesis

A popular understanding of the way trade may produce growth is

expressed with the idea of an "export base."'1 3 Richardson's succinct

definition of this concept "states that the regional growth rate is a

function of regional export performance."'14 The study of the effects

of export performance on growth has mans contributors'5 but North is

probably the best known in the US for his work on the subject.'
6

North's formulation of the hypothesis assumes that development

around a common export base defines an economic region and ties

together the outcomes of the area. The export base is so important

because of its significant influence on the level of income and the

amotrt of residentiary, secondary, and tertiary activities that develop

in a region. In addition, since the success of the export base

determines the rate of growth of a region, to understand the growth,

one must examine locational factors that enabled staple commodities
17

i-o obtain their key position in trade. North found that a newly

sottled region will tend to increase its dependence on staples since

iLs residents and various government agencies will tend to work to

reduce processing and transfer costs and outside capitalists will tend

to reinvest in established staples. Importantly, the theory does not

rely on growth of an export base of finished manufactures for

continued regional progress. It assumes that a significant amount of

secondary and tertiary industrial activity tends to develop in

proportion to the success of the export base. As demand for a region's

exports increases or costs decrease, growth tends to be uneven as

investment is induced throughout the area. That investment will come
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from indigv..s savings and earnings of investors from outside who

support ,.r d,,lucts, initially to satisfy local demand but, later ai.c

for e'porL, A time passes, the diversity of production will become so

great tLdt thp simple bWse is loss distinguishable. Factor mobilit:.

will tend to inc:r(ase and per capita income to equalize between

regions. I

In sutport of this theory, empirical tests confirm th.t a region ,:

expurt base can be a powerful force for growth.19 Analysts also find

its multiplier feature appealing. One reason is its use to estimate

the magnitude of regional economic activity from G.N.P., a datum often

much more readily available than regional data. However, focusing or,

the export base also has shoutcomings. ihe hypothesis is preoccupied

with export considerations and neglects the impact of regional size and

other factors affetting regional income. 20  knother shortcoming is its

emphasis on new settlements, while neglecting less developed, long

settled regions.2 1  In addition, defining and measuring the export base

is extremely difficuit. :2  Export base theory emphasizes some benefit.s

sometimes associated with growth poles but neglects the negative

effects also associated with points of growth. 2 3  In sum, although

research (onfirms that export base considerations are useful and even

necessary as part of a comprehensive theory of regional development,

they are insufficient. 2 ' The thegry does not identify a growth starter

and explains only part -,f the growth process by itself.
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Growth Poles

Rather than relying on market forces to fully explain regional

economic development, growth pole theory emphasizes spatial aspects of

the process. After studying relatively backward countries, Perroux

de ,-loped the view that "growth does not appear everywhere at the same

time; it becomes manifest at points or poles of growth, with variable

intensit ; it spreads through different channels, with variable

terminal effects on the whole of the economy."
25

The theory states that poles or foci of economic activity exert

centrifugal and centripetal forces producing fields which interact with

other force fields of other economic foci. 26 Each "polarized region"

has parts which complement and support other parts and exchange more

goods and services with a dominant intraregional urban center or pole

than with other regions.2 7 In the dominant urban center there will

tend to be a "propulsive" oligopolistic firm or industry that greatly

influences suppliers and customers making the agglomeration to which it

belongs the pole of its region.28 As the propulsive industry grows,

its growth fosters increases in investment, employment, and increased

payments to factors of production. This in turn will generate further

growth in the region.2 9 Stated in a ft. words, growth pole theory

posits that economic development begins with and continues to be

motivated by large industrial ventures.

Similar ideas of growth spreading from one area to others have

b v..i rec)gnized by a number of development analysts. Myrdal spoke of

effei:ts that emanated from "centers of economic expansion"30 and

Hirschman spoke about effects of "growing points."'t Although most



discussants idetnt ify growth poles with urban-industrial centers,

Friedmiatin al,, e\pressed similar ideas for broader areas with the terms

core" and "priphery. '' z Burns built on the general concept and

differentiated even further with the terms "integrated core,"

"integrated pcriphery," did "inintegrated hinterland" to describe

cyclical aspects of spreading growth.
3 3

Evidence do(.s not fuli support the central proposition of the

basic growth pole concept, that propulsixe firms or industries cause

other enterprises to develop.34  Even if support were unambiguous, this

theoretical f,_,rmulation tells us very little about the devolopment

process. The growth pole idea only predicts that once dynamic growth

has begun it will tend to continue. Basi- questions remain. How does

growth begin and sustain itself? The failure to answer these and other

questions sevrety limits the utility of the growth pole concept. Like

the preioiis two perspectius on growth, this hypothesis of development

is incomplete. However, it should probably be considered in a generil

form in any comprehensive theory of regional development. The impact

of growth centers in the process of development. is much better

understood 1 sihit the context of comprehensive regional economic

development thories and will be discussed further below, with the

ideas of Hirschman and Myrdal.

Qe _ cIent in Stages

One theorv that sparked it great deal of interest views the process

of economiL development' in stages of structural change that foilow the
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introduction of new technology or the emergence of entrepreneurial

talent. The changes in technology or talent are thought to originate

within a region and so neither interregional nor international trade is

considered the impetus for growth.35

W. W. Rostow's conception of five stages of growth for each region

or country is one of the best known. They are (first) the traditional

society, (second) establishing the preconditions for take-off, (third)

take-off, (fourth) the drive to maturity, (fifth) the age of high mass

consumption.36

According to Rostow, the first stage of development begins in a

traditional society where people are primarily employed in agricultural

production for personal consumption. Traditional technology is used

and there is general antipathy toward modernization. The social

structure is rigid and not motivated toward economic structural change.

Preconditions for takeoff are established over several decades as

people start to believe that economic progress is possible and as

education spreads to a greater percentage of people. Enterprising

people begin to favor economic changes and seek modernization by

increasing the rate of productive investment and by increasing their

influence in the community. Institutions for mobilizing financial

capital are organized. People begin to apply modern science to the

production process and agriculture, the extractive industries,

transportation and communications are improved. Although most of

so,.iety remains in the traditional mode, internal and external trade is

more widespread. Some manufacturing companies become established but

absolute and per capita output grow slowly. At some point the take-off

0stage is reached.
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Takt-off o, curs when wide_.spread resistance to modernization is

overcome. Technology or political action provide a stimulus to the

economy. Grovth takes place throughout the region and it comes to be

expected and encouraged by political entities. Agricultural labor

declines from about 75 ti, aboul 40 perctnit of the work force. : ; lII

this "decade or two" the society and economy are changed so that a

steady ratl of growth can be maititained. 3 6 Rostow view associates

take-off with "a rise in the rate of productive investment ... to over

10 percent tnf [regionall income," the "development of one or more

substantial maIlufacturing sectors, with a high rate of growth," and the

." exiten,', )r quick emergence of a political, social and institutional

framework" that promotes modern economic growth. 3 9 Regions that have

not. gont" be- oid the first. three stages are usnally referred Lo as

underde~eloj'ed or less developed.

Once take-off is achieved the economy drives to maturity. During

this phase 10 to 20 percent of regional income is invested. The

adoption of scientific and technical advances in industry are felt

throughout the economy, increasing producti'ity. The proportion of the

labor ftor- employed in agriculture continues to decline to about 20

percent or less. 40  Production is quite diversified and new leading

sectors emerge.. Growth pervades the production structure as the

economy exp,riences a long period of sometimes irregular progress.

Maturity is reached "when a society has effectively applied the range

of (then) modern technology to the bulk of its resources. ' 4
"

Exeulniiali1 the age of high mass consumption is reached. One of

its charact,-ristics is the relative slowness of structural change. In

this stage it relatively large proportion of production comes from



C:oiisum,r goods indusLries where new technology has become very

importanlt. Although a high level of goods production continues, the

ser',ices sector expands greatly.
4 2

Rostow's ideas have received large amounts of support and

'rit icism. 4 1 Mar*y critics look for specific indicators that delineate

the beginning and end of each stage and are always and everywhere

prsent as regions or countries develop. However, Rostow did not seem

t,1 intAld such stringency. He held, that in the complexity of the real

h.orld, aspects of preceding and succeeding stages may overlap4 4 or

phase inlo each other. 45  Rostow associated a major role in growth to

leading sectors. His description of the way those sectors motivate

growth brings to mind similar features of growth poles.4 6  I believe

his recognition of the importance of human initiative or "ideas,

attitudes, and aspirations" as a base for modern development is an

ifl)ortIt feature-. 4 7 About. some points Rostow is very specific, while

onl o.)thers he is much more general. The fact remains that his

r,-latively detailed model is important because it provided an

rnitalytical framework that identifies factors that have been accepted as

Cru,-ial in the process of growth. Although his description of

d,-%elopment is not as ,erifiable or absolute as many would like, it

identifies general parameters that provide useful first approximations.

iherefore, I believe his work should be considered a major contribution

to the field. 4 i
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M rdai'q Picture of Circular and Cumulative Causation

The most widely known writer on the theory of less developed

regions is probably Gunner Myrdal. 49 In studying the ways regions

develop or fall behind others, Myrdal found backward regions caught in

what appeared to he a "vicious circle."5 0 Changes in an economy didn't

normally "call forth countervailing changes but ... supporting changes,

which move the system in the same direction as the first change but

much further. Because of such circular causation a social process

tends to become cumulative and often to gather speed at an accelerating

rate."' 1 As a result, in disagreement with neoclassical theory, Myrdal

held that economic systems do not tend toward an equilibrium but "the

play of the forces in the market normally tends to increase, rather

than to decrease, the inequalities between regions.
'"5 2

Myrdal associated the beginnings of growth with locational

advantages and felt increasing internal and external advantages would

allow advantaged regions to continue to remain ahead of others.
53

While some regions grew, others tended to experience "relative

stagnation or regression" due to "backwash effects."
5 4

Myrdal also found "centrifugal 'spread effects' of expansionary

momentum from the centers of economic expansion to other regions. '5

Unfortunately, since the strength of spread effects is dependent on the

level of development already achieved by a region, spread effects in

rather backward regions may 1e insufficient. to overcome backwash

effects.5 6 On one hand, he noted that once Western European countriL.s

began to develop they tended to initiate policies to achieve greater

regional equality, supporting spread effects. On the other hand, he
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thoughl that in less developed countries, where market. forces had "been

given frc-,t pl;y," backwash effects would tend to prevail.
5 7

Empirical analysis has provided significant support for key

,explanatory factors of Myrdal's theory. For one, growth tends to be

O'nmulatie in places that have somehow been able to grow more rapidly

than others.55 Backwash effects, 59 linkages to more advanced areas,

and spread effects60 seem to be important in explaining differential

donvlopment. Evidence also supports the idea that backward but

,exloping countries experience increasing regional per capita income

disparity. But as they achieve greater development there seems to be

in rasing convergence, which is not emphasized by Myrdal.6 1 Evidence

suggests diminishing returns to public investment in aiding development

of poor regions6 2 and contradicts the idea that the operation of the

market mechanism will retard the development of a backward region.
6 3

ilowexr, these contradictions do not strike at the heart of Myrdal's

Myrdal's picture of regional development. predicts that if one

region of a country starts to develop before others in that country, it

has a high probability of growing faster and becoming much more

productive than its competitors. However, development for those

,,.gions that have fallen behind will be much slower. In fact, regions

in market urienttcd, less developed countries would most probably not

catch up with the more advanced regions but fall farther and farther

bo hind. This is a scenario that is somewhat similar to ideas

incorporated in the "internal colonialism" model to be discussed below.



Hirschman's Vision of Regional Development

In 1957 independent works by MyrdaI6 4 and Hirschman65 were

published that came to many of the same conclusions about regional

development and iinderdevelopment. Since that Lime, they have otten

been mentioned together when income inequality among developing regions

is discussed. However, Hirschman had a slightly different emphasis and

came to some different conclusions about the prospects for the

development of backward regions.

Like Mrdal and others,66 Hirschman recognized that development in

a region can be retarded "by a series of 'interlocking vicious

circles'." 6 7 But Hirschman believed that once development has begun,

"powerful forces make for a spatial concentration of economic growth

around the initial starting points"6 8 and that "the circle is likely to

become an upward spiral as all the prerequisites and conditions for

development are brought into being. '"69

Hirschman found that if an economy is to achieve higher levels of

income for its citizens, "growing points" or "growth poles" must

emerge.70 Therefore, the spatial distribution of economic development

will be geographically uneven within a country and progressive and

traditional production may even take place side by side. Growth in one

place will cause "pressures, tensions, and compulsions toward growth at

subsequent points." However the tendency for growth not to spread

quickly but "round itself out ... along clearly marked geographic

lines" within growing points results in growing disparity between

progres;i',, and backward regions, or "dualism."
7 1



* 15

Successful groups of people Lend to exaggerate their worth over

,,ther. grups or regions. As a consequence, they almost force

themselves to continue to be successful, trying to live up to their

image as hard workers.72  "To the extent that this happens, a climate

particularly favorablve to further growth will actually come into

.XistO.nc2 in the sectors or regions that have pulled ahead, and this

will confirm the economic operators in their preference for these

regions and make. it somewhat less irrational."'7 3  In response, less

developed groups or regions try to challenge claims of their more

fortunate countrymen by charging them with "crass materialism, sharp

practices, and disregard for the country's traditional culture and

spiritual values."74  This alienation may in turn cause investment to

be focused around pioneering growing points.
7 5

Hirschman called growing, more advanced regions the "North" and

backward regions the "South." Favorable effects of Northern growth on

the South were called "trickling down" and unfavorable effects

pl,,larizatiun." These directly correspond to Myrdal's "spread" and

"backwash" effects.7 6  "The increase of Northern purchases and

investments in the South" were considered the most important potential

tri 'kle-down effects, and followed if the economies of North and South

were somewhat complementary. A second positive effect occurs if the

North absorbs "some of the disguised unemployed of the South and

thereby raise the marginal productivity of labor and per capita

c,,nsumption levels of the South." However, if internal migration

in'oles primarily the key technicians, managers, and the more

einierprisiing young people of the South, very serious polarization may

,e'sult. In addition, Northern competition may depress relatively
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inefficient Solithern manufacturing and export industries. Thirdly, ;f

Northern industry develops products not produced in the South, th,-

South ma have to buy Northern manufactures, produced within tariff

walls, instead of purchasing similar items that are available at lower

prices from abroad. 7 7 Along with the loss of skill and initiative,

much of tht small amount of money capital the South accumulates will

also prohabl.1 mo~e North. 78

Notwithstanding the apparently great potential for polarizatiun

effects, Hirschman was confident that eventually trickle-down effects

would make themselves felt. He saw three possibilities. If the North

is largely dependent on the South for inputs to its own development,

first, a rise in prices of Southern products would relatively quickly

cause a rise in Southern production. A less satisfactory possibilit,)

is that a slowdown in Northern development may follow increasing costs

of material and labor. An even worse situation may result if

trickling-down is precluded because the North chooses not to procure

most of its primary products from the South but imports them or

develops its own. This would tend to retard the South. 79 However, as

industrial expansion congests the North and is limited by an

insufficient domestic market, trickle-down effects will spread to the

South. In addition, like Myrdal, Hirschman thought political forces

will tend to cause public investment in backward areas.8 0

Criticism and support of Hirschman's ideas closely parallel

critiques of Myrdal's ideas.51 The idea of circular and cumulative

develnpment,52 polarizattion a3 and trickling-down effects8 4 all receive

support from empirical studies. Although there is some difficulty in

interp'rt iig th, results of some studies, Hirschman's idea that
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regiunal per capita incomes initially diverge then converge seems to

repres.nt reality. 55

Hirschman's conception of the way regional development takes place

in backward regions agrees with Myrdal's picture of increasing

disparity between the advancing North and backward South. However,

while Myrdal determined that development of a backward region cannot

occur without Government assistance, Hirschman posited that

trickling-down effects would eventually tend to predominate in the

South, and convergence would ensue. Hirschman even called Myrdal's

analysis "excessively dismal."6 At the same time, Hirschman accepted

Wn important place for Government intervention for those unusual and

difficult cases when things fail to support development.

0

Internal Colonialism

In addition to the less optimistic picture of development set

forth b Myrdal, there is a body of literature known as "internal

colonialism theory" that Hirschman might call excessively dismal. The

backbone of this perspective is the idea that domination and subjection

of one native group by another within a country causes regional

economic backwardness.s7 Most often, adherents consider backward

regions to be the internal colonies of developing urban centers or

prodvictive agricultural regions.8s Beyond that, however, writers are

seldom agreed on other basic aspects of the theory. Some writers

emphasize cultural or social domination,s9 while others focus on

eecnomic-politi,'al" subjection.90 Stavenhagen even thought cultural
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or ethnic differences change into class problems as the dominant

cultural gr,,up takes control and capitalism takes over the regional

econom. .91 With this in mind, the most comprehensive sketch of the

soc ioeconomic features of the model was probably provided by Hechtvr. 3

In Hechter's understanding, somehow modernization begins and

spreads unevenly throughout a country. As a result of a lack of

uniformity in that change, some groups of people advance more than

others and the distribution of resources and power tend to favor an

adlanced, "core" group. The leading group tries to perpetuate its

advantag,.ous position, trying to obtain control of society so that life

roles with higher status are assigned to its members. People from less

advanced, "peripheral," groups are kept from those roles. This helps

produce culturaj differences between core and periphery groups. People

eventually identify themselves with the potential roles they are

allowed or expected to play. That identification is reinforced by

visible cultural differences which are perpetuated by the core.
9 3

The core develops into a diversified industrial region but Lhe

structure of development in peripheral regions is made to complement

the core and depend on it. To the extent industrialization is allowed

in the periphery it. is very specialized and directed toward exports,

making economic growth in peripheral regions very sensitive to price

fluctuations in international markets. People of the core group tend

to retain control of investment, credit, and income distribution

decisions. Due to the development of economic dependence, wealth of

the peripheral group remains below the wealth or the core. Regional

economic inequality remains or even increases as interaction between

the core and periphery increases. In time, the peripheral culture
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tends to assert itself in opposition to the domination of the core,

6ith political problems growing out of cultural differences.
94

Altl,,ugh the theory seems to have the potential to provide a

useful perspective on the retardants to economic growth, it is not

formulated in a rigorous manner. Possibly because of its complex

socio-politico-economic nature, it cannot be stated in a testable

manner. As a result, the implied cause and effect relationships of

these theoretical propositions remain to be verified. Unfortunately,

most of the literature exhibits great oversimplification and almost

overwhelming 'ontradictions.95 Hechter's work is an important

contribution to a rigorous statement and verification of the internal

colonialism hypothesis but much more remains to be done.
96

The internal colonialism model predicts that as long as the

periphery remains under the domination of the core it will remain

underdeveloped. Interestingly, aspects of the internal colonial model

se,.m to correspond quite well to the perspective of many minority

nat ioialities incor)orated within larger countries.

In Summary

As shown above, the understanding of how regional development

takes place is by no means common. Some theories envision backward and

de~eloped regional economies converging, as time goes on, at some

relatively high level. Theories of this type include the neoclassical,

Htecksher-Ohl in and export base hypotheses. Other theories predict

that d,,Iopment levels among regions of a country will diverge in the

shorter term but converge in the longer term. These theories include



the growth pole lhpothesis;, and the ideas of Myrdal and Hirschman.

Still anotlr, the internal colonialism theoz'y, pessimistically

predicts continting divergence of economic development levels among

regions so that %hile some regions continue to grow others will be

pushed further and further behind.

It seemg obvious that our understanding of regional economic

developmen~t is incomplete, but before we can improve our knowledge on,

the subject it is necessary to understand the way development has be.n

perceived in the past. I hope that this short review helps those who

are unfamiliar with development literature to gain a basic appreciation

for the le,cls of understanding achieved t.hus far. I believe this work

also points out the need for additional research in the field.
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